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Chai rman Shays and Menbers of the Subcommittee, | appreciate
the opportunity to testify, along wwth Edward Mnorella, about
HUD contracting issues. M. Mnorella, the OGs District
| nspector General for Audit in Philadel phia, directed the
nati onw de audit that resulted in the Ofice of Inspector
Ceneral's (O G s) Septenber 30, 1997 report titled "HUD
Contracting."

Qur testinmony today will reviewi) the principal findings of
the OGs Septenber 30, 1997 audit report; ii) HUD s reactions to
the audit report; iii) current efforts to i nprove HUD
contracting, as the O G understands them and iv) the inportance
of efficient and effective contracting to HUD s 2020 Managenent
Ref orm Pl an.

The O G s Septenber 30, 1997 Audit Report on HUD Contracting

By |etter dated Novenber 14, 1996, Senator Bond, Chairnan of
the Subcomm ttee on VA/ HUD Appropriations, and Senator Faircloth,
Chai rman of the Subcomm ttee on HUD Oversight and Structure,
asked the O G to conprehensively review HUD s use of its
contracting authority. Their request was based on concern, as
HUD downsi zes, about the risks associated with HUD s reliance on
contracting its responsibilities.

In response to the Senators' request, between February 1997
and June 1997 M. Monorella directed a teamof 26 auditors in
review ng HUD contract activity from 1992 t hrough 1996. During
this period, HUD awarded about 9,600 contracts worth over $3.2
billion. The O Gteamexanm ned in detail 63 contracts worth $1.5
billion held by 30 contractors. 1In the process of the audit, the
teaminterviewed nore than 225 persons, including HUD managers,
Contract Specialists, Governnment Technical Representatives and
Monitors, contractors and unsuccessful bidders.

Qur selection of the contractors and contracts for detailed
review was judgnental --we wanted to provide broad coverage of HUD
prograns and services and to focus on areas of greatest
vul nerability. This targeted focus notwthstanding, it is
significant that the auditors found problens in virtually every
contract they revi ewed.



The Septenber 30, 1997 audit report identifies seven ngjor
categories of problens in HUD contracting:

1

Need Determ nation, Planning, and Periodi c Assessnents.
A Tack of adequate planning, needs assessnent, good
initial estimates, nonitoring, and control of
performance and cost expenditures on several
multimllion dollar contracts has made HUD vul nerabl e
to waste and abuse.

VWhile initial need determ nations were docunented for
nost contracts, O G auditors found little in the way of
periodic reevaluations to assure the contract was stil
beneficial to the Departnment and worth the cost. Many
contracts were extended | onger than anticipated and
nore costly than originally estimated. In sone

i nstances, products or studies took so long to conplete
that the results were no | onger useful to HUD because
of changing programopriorities.

Cost Consci ousness. HUD often contracted for a desired
out cone wi thout specifically know ng what tasks to
request to achieve the outcone. Wile this may be a
time saving process to award the contract, it often is
the nost costly, as HUD was unabl e to prepare good cost
estimates on the tasks needed to acconplish the end
product. As a result, the contractors had a clear
advant age, as HUD was not in a position to reject
costly nodifications or tine extensions, at the risk of
having to start all over again.

By paying closer attention to negotiating contract
terms, contract types, and overhead rates, HUD could
save mllions of dollars, especially in the area of

i nformation technol ogy and consulting contracts.
Managenment's contracti ng environnment needs to change to
seek ways to enphasi ze cost consci ousness and assure
the best value for dollars spent. Because HUD nanagers
did not have the staff to conplete the product or
service in house, the question of "What will it cost?"
was often not seen as an issue.

Current contract costs could be significantly reduced
by providing better governnent estimtes and al |l ow ng
nore conpetition. Indefinite Quantity Contracts (1 QCs)
gave HUD the flexibility of quicker and easier
procurenent, but often cost nore because no conpetition
was required for individual task orders. Wthout well
defined task orders, HUD often had no idea what the
final cost would be for these services.



Contract Oversight and Monitoring. O G auditors found
contract nmonitoring very lax throughout HUD prograns.
In some cases, HUD had contractors nonitoring
contractors. Many Governnent Techni cal Representatives
(GTRs) and Monitors (GIMS) had a poor understandi ng of
their respective roles and responsibilities. Indeed,
training was not a prerequisite to being assigned as a
GIR or GIM

In several instances, the current GIRs were not
involved in the original award or even know edgeabl e
about the purpose or useful ness of the contracts.
Where top | evel managers were assigned as GIRs, often
they were too busy addressing other organi zati onal and
programcrises to pay nuch attention to contract
managenent. \Were md and | ower |evel staff were
assigned as GIRs and GIMs, nobst regarded their
contracting roles as ancillary to their positions--
sonething to do only if they had the tine. 1In fact,
contract managenent was not one of the performance

el emrents they were rated on.

Contracting for Prohibited Services. O G auditors
found several instances where HUD has contracted for
services that appear to be prohibited under the Federal
Acqui sition Regul ations and HUD s Procurenent Policies
and Procedures. These prohibited services included
personal services contracts, advisory and assi stance
services contracts to aid legislative initiatives, and
contracts to performinherently governnental functions.

Data and Financial Systens. Until early 1997, the
Ofice of Procurenent and Contracts (OPC) had
mai nt ai ned a data systemto keep track of contracts
awar ded at headquarters; field offices had naintai ned
separate systens to keep track of their contract
awards. O G auditors found nunerous data errors and
om ssions in the OPC system and concluded that it was
not reliable for conprehensive contract nmanagenent.

In early 1997, HUD conbined the OPC and field office
systens into one system the HUD Procurenent System
(HPS). While this goes a long way in inproving OPC
coordi nati on and standardi zati on between Headquarters
and the field, HPS still |acked integration with the
financial systens in HUD s Ofice of Finance and
Accounting. This integration is essential so that GIRs
can readily determ ne exactly what has been paid or
drawn per contract per task order.

Contract Cl ose-out Procedures. Approximately 50




percent of the contracts awarded by HUD are cost plus
contracts. Under this type of contract, one of the
critical steps for the Department is the final or
close-out audit. This is the Departnent's assurance
that the contractor charges only costs directly rel ated
to the contract and that applicable overhead rates and
other fees are appropriate. O G auditors found a high
nunber of cost plus contracts that had been conpl eted,
for which cl ose-out audits had not been perfornmed or

request ed.

7. | nt eragency Agreenents. The Departnent paid other
Federal Agencies over $263 million for services
provi ded under numerous interagency agreenents. In

sonme instances, these agreenents go back many years,
and current GIRs could not explain certain provisions
of the agreenents, or what cost nethodol ogy was used to
determ ne rei nbursabl e anmounts

The Septenber 30, 1997 audit report illustrates each of
t hese problens in terns of specific HUD contracts.

While the O G audit was in process, the Departnment
contracted with the National Acadeny of Public Adm nistration
(NAPA) for a review of contracting by the Federal Housing
Adm nistration (FHA). The initial NAPA review, issued in May of
1997, concluded that FHA' s contracting system neither responded
effectively to Departnent needs nor adequately ensured
accountability. The Congress then directed HUD to contract with
NAPA for, anong other things, a top-to-bottomredesign of the HUD
procurenent system

The first deliverable under the expanded NAPA contract was a
February 1998 Interim Report, which focuses on inprovenents
needed in FHA/ O fice of Housing contracting and makes
recommendati ons on how to bring about those inprovenents. NAPA's
InterimReport reiterates the findings of the O G s Septenber 30,
1997 Audit Report, as well as the findings of NAPA's initial
review of FHA contracting. It concludes that:

o Housi ng/ FHA cannot acconplish its critical work with
the current [contracting] system

o "Fi xi ng" specific steps in [the contracting] process
wi Il not be sufficient to address [the] conpl ex,
i nt erdependent chal |l enges of: ensuring accountability
and integrity; effective risk managenent; and effective
contract adm nistration.

° Housing/ FHA is unlikely to inplenment these [ NAPA' s]
recommendati ons wi thout a clear mandate and



accountability.

HUD s Reactions to the O G Audit Report

The audit report was issued in draft to HUD s fornmer Deputy
Secretary on August 7, 1997. The former Deputy Secretary
responded on Septenber 8, 1997 with a two-part nessage. First,
the former Deputy Secretary said that the O G draft report
val i dated the concl usions reached by NAPA in its initial review
of FHA contracting, and the O G reconmmendati ons woul d be provided
to NAPA for consideration as part of the contract system
redesign. Second, the former Deputy Secretary said that the OG
draft report was "flawed in its nethodol ogy, [contained] factual
i naccuracies, and [was] unbal anced in its characterization of
specific contract actions,” and therefore inconsistent with
Cenerally Accepted Governnent Auditing Standards. The Deputy
Secretary's response is Appendi x A of our Septenber 30, 1997
audit report.

When the audit report was issued in final on Septenber 30,
1997, the O Grequested--within 60 days--a status report on each
recommendation in the report, indicating i) the corrective action
taken; ii) any proposed corrective action and the date to be
conpleted; or iii) why action is not considered necessary.

The Departnent's response cane 160 days later, on March 10,
1998. The response prom sed inmediate institution of the
foll ow ng procurenent reforns: establishnent of a Chief
Procurenent O ficial (CPO; mandatory training and certification
for GIRs/GIMs; inclusion of contracting rating elenents in the
performance plans for GIRs/GIMs; O fice of General Counsel
participation in certain procurenents; and inprovenents in HPS.
The response al so reported that the Ofice of Procurenent and
Contracting had nade substantial progress in requesting overdue
cl ose-out audits, and had al so taken neasures to prevent future
backl ogs in this area.

Not ably, the Departnent's response disagreed with the QG s
assessnment that certain HUD contracts were prohibited under the
Federal Acquisition Regulations, but failed to provide any basis
for this disagreenent. Further, despite the delay in responding
to the audit, the Departnent reported no action on the QG s
recommendation that the Departnent i) review problens identified
by the OGwth regard to specific contracts and interagency
agreenents; then ii) determ ne what steps are necessary to
protect the Departnent's interest; and iii) where necessary,
ei ther anmend or term nate contracts/agreenents not providing a
necessary service or cost efficient results. The response was
sinply that the Chief Procurenent O ficer, when hired, would be
tasked wth review ng these matters.



In summary, the Departnent has commtted itself to
prospective corrective actions, but has not enbraced the
opportunity to right past wongs and exact accountability for
t hem

Current Efforts to | nprove HUD Contracting

Most inportantly, HUD has hired Steve Carberry, a highly
experienced contracting professional, as Chief Procurenent
Oficer. Today, you will undoubtedly hear about M. Carberry's
pl ans for/progress in establishing a Contract Managenent Revi ew
Board; establishing a cadre of full-tinme GIRs and GIMs;
instituting GTRI GTM trai ni ng; placing procurenent rating el enents
in GTR/ GTM performance pl ans; and establishing neani ngf ul
performance neasures for a reformed HUD procurenent system This
is all good news.

The not-so-good news is that there has been no official
definition of M. Carberry's authorities, responsibilities, or
pl acenent in the organization. This is a critically inportant
matter: reformng HUD contracting is going to require, anong
other things, a change in the HUD culture, and the CPO is not
going to be in a position to force that change if he is
understood to be in a subordinate position vis a vis the program
Assi stant Secretaries.

Simlarly, M. Carberry briefed the HUD Managenent Conm ttee
this week on his plans and progress, but we have seen no witten
definition of these efforts. This is not just a matter of being
bureaucratic: the OGwuld |ike to see the proposals laid out
so that we could offer our advice and counsel up-front, rather
than our criticismafter the fact.

In the same vein, we applaud the Departnent for neeting its
obligation to appoint a Chief Information Oficer (CIO. This
position is critically inportant to the reform of HUD
contracting, since information technol ogy contracts represent the
hi ghest dollar anobunt of contracting in HUD. Again, Goria
Par ker, the new Cl O, has superb credentials for this position
But, as yet, there has been no official definition of M.
Parker's authorities, responsibilities, or placement in the
or gani zati on.

The | nportance of Efficient and Effective Contracting to HUD s
2020 Managenent Ref orm

As noted above, HUD has historically done a substanti al
anount of contracting: 9,600 contracts worth over $3.2 billion
were awarded from 1992 t hrough 1996. Under the Secretary's 2020
Managenent Reform plan, HUD staff has been downsi zed while
anbi ti ous new performance goal s have been set throughout the
Departnment. Attaining the new performance goals will be heavily
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dependent on additional procurenents for services such as single
famly property disposition, physical inspections of nultifamly
and public housing, Section 8 contract adm nistration, and
definition of a resource estimation systemfor HUD. The O G
estimates that these additional contracts could easily involve
nmore than a billion dollars a year

It is unfortunate that HUD staff was downsi zed and pl ans
wer e devel oped for additional contracting w thout a cost benefit
analysis. At this point, however, that is water under the
bridge. The key point is that an efficient and effective
procurenent and contracting systemis absolutely critical to
HUD s neeting its HUD 2020 Managenent Reform goals. To
illustrate this point:

o A maj or objective of HUD 2020 is to integrate HUD s
financial systens. |In the information technol ogy area,
HUD s reliance on contractors is virtually total.

o Anot her maj or objective of HUD 2020 is to ensure that
the multifam |y and public housing prograns in fact
provi de decent, safe, and sanitary housing. This
objective is heavily dependent on a new HUD physica
i nspection programto be carried out by contractors.

° In the single famly area, HUD 2020 ains to inprove the
property disposition function by contracting it out.
Single famly staffing has al ready been reduced
accordingly.

o HUD has contracted with NAPA to devise a resource
estimation systemfor the Departnent. This is intended
to correct HUD s material weakness in the area of
staffing and adm nistrative resource managenent.

o HUD 2020 further intends to better assure the accuracy
of project-based Section 8 paynents by using
contractors rather than HUD staff to admnister this
paynment function.

M. Chairman and Menbers of the Subconm ttee, that concl udes
our testinmony. W thank you for holding this inportant hearing,
and giving us the opportunity to testify.



